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Recent Economic Developments in Russia 


(In our effort to keep our readers informed concerning developments in the Russian experiment in economic and political 
organization we have again turned to a member of the staff of the American Institute of Economics, Mr. Leo Pasvolsky, one 
of the best informed of American economists on this subject. 


In the survey of the new economic policy in Russia, 
published by the Research Department about a year ago 
(November 17, 1923), the discussion of Russian eco- 
nomic developments was brought down to the period— 
roughly, about the middle of 1923—when the growth of 
private capitalistic forces began to frighten certain sec- 
tions of communist leadership. This increase of capital- 
istic activity has continued since, along well defined lines. 
With it has come a greater definiteness in the communist 
attitude toward the whole process, which finally crystal- 
_ lized, in the first half of 1924, into a serious modification 
, of the conception of the new economic policy that had 
developed through the first three years of its operation. 
These new developments and tendencies are summarized 
in the following survey. 


The new economic policy has been essentially an 
attempt to establish conditions in which a system of State 
capitalism can exist side by side with a system of private 
enterprise. The result so far has been rather curious 
from the point of view of the interrelation of the two 
systems. 


The agricultural production of the country is now 
almost exclusively in the hands of the peasants; the so- 
called “Soviet estates” contribute very little to the total 
output. The peasants hold their land in what amounts 
to undisputed possession. The output of their cultiva- 
tion is theirs to dispose of as they see fit. A certain part 
of it goes toward the payment of taxes. There is not 
a uniform system of taxation, some of the taxes being 
collected in kind, and some in money. In order to obtain 
the money with which to satisfy the tax collector, the 
peasant has to place a part of his product on the market. 
He has to do likewise if he wants to have money with 
which to pay for the manufactured goods and other 
articles of consumption that he requires. 

The industrial production of the country is almost ex- 
clusively in the hands of the government. Less than one- 
© twentieth of the total industrial output is in the hands 
of private capital, operating under a system of leases and 
concessions. This private capital controls only very small 
enterprises. All the large enterprises are in the hands 
of syndicates or “trusts,” which operate as State agencies, 


though on the basis of their own budgets. These enter- 
prises have to sell their output, mostly to the peasants, 
and must obtain from the latter their food supply and 
some of the raw materials they need. 

Thus, so far as the basic productive activity of the 
country is concerned, the spheres of the two systems 
are well defined: State capitalism is supreme in industry, 
while private enterprise is paramount in agriculture. It 
is in the system of distribution, which effects the exchange 
of products between the rural expanses and the in- 
dustrial centers, that the two systems come to a clash. 

Under the new economic policy this system of distribu- 
tion consists of three categories of trading agencies. The 
first is the State, acting through the instrumentality of 
various governmental departments and organizations. The 
second consists of cooperative organizations, which are 
under very close control of the State. The third is made 
up of private traders. All three of these categories 
operate in the carrying on of the internal trade of the 
country. 

This reemergence of trade, which was practically non- 
existent during the first period of communism, when the 
regime attempted to introduce a system of exclusively 
State distribution, has been the most significant mani- 
festation of the new economic policy. Some of the more 
far-seeing of the communist leaders realized its impor- 
tance from the very start. Lenin, for example, almost 
from the time of the introduction of the new economic 
policy and until his illness led to his practical elimination 
from the conduct of affairs a full half year prior to 
his death, constantly admonished his followers of the 
seriousness of the problem. 

“We must learn how to trade,” he repeated over and 
over again in his addresses and writings. Otherwise, he 
predicted, the emergence of the private trader would 
prove to be as much of a danger for the NEP, as the 
uncompromising attitude of the peasantry had proved 
to be for the strictly communistic stage of the experi- 
ment. 

It was not long before this particular phase of the 
situation actually manifested itself. And starting with 
the end of 1923, the status of internal trade, as regards 
the relative position of the three categories of trading 
agencies, became the outstanding feature of the whole 
economic situation. 


The Institute has to its credit some of the most important 
research in European problems that has been undertaken in this country since the war.) 
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II. 


While permitting private enterprise to engage in trade 
nder the new economic policy, the Soviet leaders have 
ver intended for private capital to assume anything 
like a commanding role in the process. On the con- 
trary, they permitted private individuals and groups to 
carry on trading operations, merely because the trade 
apparatus of the country had been so badly disorganized, 
that every available means had to be utilized to set it 
in operation once more. It was intended that gradually 
the whole distribution process would be concentrated in 
the hands of the State-controlled cooperative organiza- 
tions. The trade process would then be under what 
Lenin called the indirect control of the proletariat. 

Theoretically the proletariat, i.e., the communist party, 
has at its disposal a number of powerful means for 
putting this program into effect. It controls the govern- 
ment and thus has discretionary legislative powers. It 
controls practically the whole industrial output of the 
country. It has in its hands the whole credit machinery 
of the country through the State control of banking. It 
has some trade organization, in the form of govern- 
mental bureaus and of cooperatives. With all these means 
at the disposal of the State, the communist leaders ex- 
pected that the role of private capital in the internal 
trade of the country would be more or less limited even 
at first, and would gradually be reduced to zero through 
sheer inability to compete with the much more powerful 
State-controlled organizations. 

Lenin and even some of the less able leaders had fore- 
seen that once a competitive market is created, however 
limited in scope, it would immediately become a scene 
of a fierce struggle between “socialist and private capi- 
talist elements.” They did not foresee, however, how 
rapidly and how powerfully the latter would come to 
ominate the market. 

According to estimates made by responsible Soviet 
leaders, private capital controlled, by the beginning of 
1924, fully 80 per cent of the retail and over 50 per 
cent of the wholesale trade of the country. Shut out of 
industry by the relatively greater risks inherent in it 
and by the determination on the part of the State to 
retain the principal branches in its own hands, private 


succeeded eminently. 


This tremendous preponderance of private trading 
enterprises over the bureaucratic trading organization 
controlled by the State has been due to a large number 
of reasons. Stalin, the powerful secretary of the com- 
munist party, in his report on the XIIIth Congress of 
the Communist Party, says that the situation is due to 
“the youth and inefficiency of the State trading and co- 
operative apparatus; the wrong policy of the ‘trusts,’ 
which abuse their monopolistic position and increase 
unduly the price of their products; the weakness of the 
Commissariat of Internal Trade, which regulates trade 
solely from the viewpoint of the government.” He gives 
a number of other reasons, among which not the least 
important are the instability of the currency and the 
inefficiency of the credit machinery. 

The question of credit, especially in the villages, has 

geen another cause of apprehension on the part of the 
a leaders. The process of reestablishing the bank- 
ing institutions of the country after the introduction of 
the new economic policy, naturally began at the top, with 
the State Bank and other large banking institutions. 
But the need for credit has been getting more and more 


capital has sought a field of application in trade, and has . 
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acute in the smaller centers, especially in the villages. 
And here a supply appeared to fill the demand. 

Usurers have sprung up in the village districts with 
the rapidity of mushroom growth. The peasants need 
credit for financing some of their operations, such as the 
purchase of stock, implements, etc., and the usurer is 
there to supply it—at exorbitant rates of interest. 

This is the situation that confronted the communist 
leadership last spring, just three years after the introduc- 
tion of the new economic policy. In Stalin’s formulation 
of it, “the merchant and the usurer are now firmly planted 
between the State and the peasant.” It was this situa- 
tion that formed the center of discussion at the last 
(the XIIIth) Congress of the Communist Party. 

The resolutions of the Congress were most emphatic 
in calling attention to the dangers for the communist 
regime, which are inherent in a further growth of this 
situation. The decisions of the Congress indicated an 
important new departure in the application of the new 
economic policy. 

As originally applied, the NEP permitted private trade, 
though it specifically neither fostered nor opposed it. 
Under the new direction given it at the Congress, the 
NEP is designed now to wage a fierce struggle against 
the development of private capital in both trade and 
credit finance. The whole machinery.of the Soviet re- 
gime is now directed toward fighting private trade by 
substituting for it trade carried on by State and co- 
operative organizations. At the same time, attempts 
are being made to establish a system of small credit 
institutions for the villages, though so far only very 
small appropriations have been made for this purpose. 


III. 


The financial situation in the country was, during this 
same period, also a matter of serious concern to the 
Soviet government. A rigorous reform of the currency 
was undertaken and carried out quite successfully. 

The essence of the currency reform has been the in- 
troduction of a new currency backed by a sufficient reserve 
of precious metals and stable foreign currency. The de- 
valuated old currency is being removed from circulation, 
by its demonetization and exchange, at a fixed ratio, for 
the new currency. 

While the reform has been carried out, the future fate 
of the currency is dependent upon a number of circum- 
stances. With the disappearance of the old rouble, the 
treasury has given up its practice of printing unlimited 
amounts of paper money, with which to make up the 
deficit in the State budget. But the budgetary deficits 
still continue, in spite of strenuous attempts on the part 
of the government to increase taxation as much as pos- 
sible. These deficits have so far been made up by mod- 
erate borrowings from the State Bank, by the issuing of 
internal loans, and other means. 


The loans have not been very successful. So far not 
one of them has been subscribed to the full amount, and 
the government has been even obliged to resort to the 
expedient of having State industrial enterprises invest a 
fixed percentage of their free capital in government 
securities—which, of course, is merely a process of 
putting money from one pocket into another. There is 
a great danger for the new currency, therefore, in the 
pressing needs of the treasury on account of the budge- 
tary deficits. It would be the end of the new currency, 
if the government should again resort to a practically 
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unlimited issue of paper money against treasury certificates 
for the purpose of making up budgetary deficits. 

Another danger which confronts the new currency is 
ite foreign trade situation. During the year 1923, 
Russia had a favorable balance of trade. This condi- 
tion was achieved by drastic reductions of imports and 
by the exportation of considerable quantities of grain. 
The surplus, which was over a hundred million gold 
roubles, has been one of the important factors in making 
possible the creation of the new currency, since it has 
been used as a part of the metallic cover. Moreover, 
the existence of a favorable balance in the foreign trade 
has made it easy to maintain the exchange value of the 
“chervonetz,” the new Russian currency. 

This year the outlook for a favorable balance of trade 
is not very bright. The decrease in the agricultural out- 
put is so great that the exports of grain during the year 
are likely to be very much smaller than last year. This 
fact will have unfavorable effects both on the budget and 
on the foreign trade. However, the Soviet government 
insists on retaining in its hands a complete control of 
the foreign trade of the country, organized into a State 
monopoly, and this may give it some chance for manip- 
ulating the chervonetz exchange. 

A rigid control of the foreign trade monopoly and a 
struggle against private capital in the internal trade of 
the country constitute the keynote of the present day 
economic policy in Soviet Russia. 


RECENT PUBLICATIONS 


The Manchester Guardian Commercial for June 26, 
1924, contains a series of articles by Russian specialists 
on various aspects of the Russian situation. The Annals 
of the American Academy of Political and Social Science 
for July, 1924, contains a symposium on Russia, consist- 
ing of addresses delivered at the last annual meeting of 
the Academy. 

Some of the important recent books on economic con- 
ditions in Russia are as follows: 


S. N. Prokopovich, “The Economic Condition of 
Soviet Russia”—a review of the situation by a noted 
Russian economist. 

Anna Louise Strong, “The First Time in History”—a 
survey of conditions with a pro-Soviet bias. 

“Soviet Russia: Legal and Economic Conditions of 
Industrial and Economic Commercial Activity in Soviet 
Russia” —a symposium by a group of Russian economists 
in London and Paris, with an anti-Soviet bias. 


Leo Pasvolsky and Harold G. Moulton, “Russian 
Debts and Russian Reconstruction”—a study of the re- 
lation of Russia’s foreign debts to her economic recovery. 

(The last named book will be reviewed in this SERVICE 


shortly. ) 


Comparison of Living Standards 


A number of cost of living studies of farm families 
have been made in the last three or four years. In its 
issue of October 24, Wallaces’ Farmer undertakes to 

compare the results of such a study in Iowa covering 400 
Bic with a study of 3,000 industrial families by the 
Bureau of Labor Statistics. Such comparisons are never 
conclusive. Variations in region, in size of family and 
time of study are not taken into account. The compari- 
son is, however, at least suggestive even though the farm 
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families chosen are thought to be “fairly prosperous” and 
“somewhat better off than the average.” The city family 
handles almost twice as much cash as the farm family, 
but when the rental value of the home and the value 
of food raised and consumed on the farm is taken into 
account, the real income of city and country families ap- 
pears “closer together than most of us would expect.” 
In fact, the farm owner has a total real income of one- 
eighth more than his city cousin, the farm tenant about 
one-twelfth less. The farm family spends more for 
food, house rent, education, health and miscellaneous ex- 
penses. It saves less than half as much and also spends 
less than half as much for furniture and other house 
furnishings. The farm owner spends slightly more, the 
farm tenant slightly less, for clothing than the city family. 
In both groups the boys and girls of the upper adolescent 
period spend more for clothing than do any other members 
of the family. 


Hospitals and the Poor 


Social workers in New York City are urging a grant 
by the city of $29,000,000 for the improvement of munic- 
ipal hospital equipment. In a statement supporting this 
demand, which the mayor bitterly opposes, Homer Folks, 
executive head of the State Charities Aid Association, 
issued a statement last week which will be of melancholy 
interest to city dwellers everywhere: 


“Thousands stand in line daily, and in all kinds of 
weather, for treatment at clinics in dilapidated buildings 
where they are so crowded that their accounts of inti- 
mate ills are heard by strangers around them, and these 
ills are apt to be complicated through proximity to others. 

“Patients suffering from nervous breakdowns who need 
quiet more than anything else are huddled in pavilions 
with violent cases, whose outbursts might well shatter 
the sanity of a man in the soundest condition. 

“Children with contagious diseases are so crowded that 
they are in peril of secondary infections and complica- 
tions, which actually do cause 90 per cent of the mortality 
and lengthen their stay in the hospital. 

“Wards so large that they are hospitals in themselves, 
accommodating eighty patients, are subdivided by semi- 
partitions and archways into small dark rooms, unventi- 
lated, unlighted by direct daylight and not equipped with 
modern plumbing. 

“Buildings have uses far from their first purpose. One 
hospital building has iron bars at the windows, and is 
surrounded by an iron fence. Once it was a prison. A 
building amounting to little more than a shed is used 
for a morgue and funeral chapel. 

“Some of the buildings occupied today as hospitals 
were built 108 years ago. Fireproofing of buildings is a 
modern art and the type of buildings built fifty or one 
hundred years ago cannot be made safe. Modern humane 
sentiment will not be reconciled to the sacrifice of life 
by fire in public buildings long known to have been fire- 
traps. 

“Other buildings leak and must be abandoned when 
snow falls. Some of these are occupied by paralyzed, 
deaf and blind. 

“Overcrowding passes 50 per cent. In one maternity 
hospital two deliveries take place at the same time in 
one operating room. 

“Facilities for employees are so poor that it is be- 
coming impossible to get desirable help.” 
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Appraisal of Cooperative Failures 


The November Farm Journal contains an article en- 
Mitled “What Killed the Co-op?” Taking as his starting 
point the fact recently announced by the Department of 
Agriculture, that about one-thirteenth of approximately 
13,600 agricultural cooperatives organized in the last 
decade had ceased to function, Mr. A. W. McKay asks 
“Why?” In the first place ceasing to function does not 
necessarily mean loss to creditors. In some cases the 
type of farming changed and hence the utility of a given 
commodity cooperative disappeared. Other associations 
have been absorbed by larger ones. The percentage of 
actual failure is even less than the fraction given. By 
and large the study showed that when cooperatives fail, 
they fail “not because they are cooperatives, but for pre- 
cisely the same business reasons that cause 25,000 or so 
ordinary business concerns to fail every year.” 

More than half of the failures were young cooperatives. 
More than one half had insufficient business or capital. 
Others had insufficient support from their own constit- 
uency. A few went down because their members de- 
manded the impossible, deeming cooperation a magic road 
to wealth instead of an orderly marketing device. Another 
frequent cause of failure was bad management. This 
cause was mentioned in more than half the post mortem 
studies made. Bad management was sometimes charge- 
able to the manager, often one who did not know the 
business, sometimes to directors who failed to direct. On 
the whole this record of over 90 per cent survival in a 
decade marked by a highly speculative period in agri- 
culture followed by a severe deflation, testifies to the 
stability and power of the rural cooperative movement. 


Problems of Agricultural Finance 


Dr. Benjamin Anderson, Economist of the Chase Na- 
tional Bank, has recently published a discriminating 
analysis of the weakest points in the farmer’s financial 
system (October 23, 1924, Economic Bulletin, Chase 


National Bank). Dr. Anderson draws attention to the 
fact that several years of high priced wheat, corn, hogs, 
cattle and sugar have been followed by the virtual col- 
lapse of these branches of the agricultural industry. This 
is because the farmer knows land, and when he has a 
surplus he invests in land rather than in liquid assets. 
Personal inclination and community sentiment alike ap- 
prove his course. But increased land holdings reduce no 
mortgages and while they increase profits, they increase 
losses also in poor years. Many industrial concerns in- 
vested some of their surplus during the last boom in 
securities and hence were able to weather the storm be- 
cause they had liquid assets. Dr. Anderson also draws 
attention to the enormous increase in debt which has been 
rising more rapidly than land values. Similarly, taxes 
which absorbed 9.8 per cent of the income of 155 mid- 
western farms in 1913, took nearly one third of the 
1922 income. 

Another difficulty in farm finance as over against in- 
dustrial, concerns the transfer of’ property. An in- 
dustrial plant is owned by stockholders. Shares of stock 
can be bought, sold or inherited without affecting the 
welfare of the plant. In hard times no dividends need 
paid. Not so a farm. If it is inherited by four chil- 
-aren, the one who operates it gives the other three not 
shares, but mortgages. Interest must be paid regardless 
of the return from crops. Nor is it profitable to incorpo- 
tate a farm because the existing Federal corporation tax 
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“imposes a burden of 12% per cent upon the net in- 
comes of all corporations regardless of size.” Even 
though there is a $2,000 exemption, many farms would 
bear a higher tax burden if incorporated than unincor- 
porated. There has been a considerable increase in farm 
mortgage debt in the United States due to inheritance. 
According to Dr. Anderson the farmers should invest 
some of the extra profit of good years in marketable 
securities, preserve in ordinary times an unused margin 
of credit, and scan more carefully proposals of local 
governments to issue bonds. If other policies are sanc- 
tioned, we run the risk, he thinks, of converting an agri- 
cultural population into an impoverished peasantry. 


Religious Developments Abroad 


A recent letter from a London correspondent comments 
on the increased demand in England that the churches take 
a more definite part in international and industrial prob- 
lems. Lord Hugh Cecil at the Church Congress protested 
against narrow nationalism, which is the antithesis of 
catholicism, and pleaded for a “Geneva of the Churches” 
for the realization of world peace. At the International 
Congress for Peace, just held at Westminster, Dr. 
Quidda, of Munich, announced that in October a Con- 
gress was held in Berlin to discuss the question of dis- 
armament and the establishment of the United States of 
Europe. He said that the large majority of the German 
people are sympathetic to pacifism. The Reverend 
Thomas Yates insisted at a meeting at the London Man- 
sion House, that the Church can have no more to do 
with any system which finds its final sanction in force. 

Similarly, it is suggested that the Church should act 
as an intermediary in labor disputes. When this idea 
was advanced by a business man, the Bishop of Liverpool 
said he had heard the suggestion before from both 
Church and Labor circles, and a hint of it even in Gov- 
ernment circles, but never before from an employer. 
There seems little hope of industrial troubles being settled 
by present methods, and Dr. R. J. Campbell, from the 
pulpit of Westminster Abbey, has prophesied the collapse 
of our industrial system. Sir Robert Hadfield, a great 
iron master, says the very serious condition of British 
industry, especially the iron and steel trade, suggests that, 
unless employer and employed learn how to pull together 
in order to find a remedy, this country will soon be faced 
with financial breakdown and complete chaos. Many 
efforts are being made in religious circles to improve the 
lot of the workers. The recent Copec conference at 
Bradford passed a resolution that Christians could not 
tolerate the present housing conditions, and calling on all 
churches to work ceaselessly for adequate housing. The 
Bishop of Bradford said all were agreed that the present 
housing conditions were abominable. Dealing with the 
Church’s attitude to industry, Dr. Perowne said that 
acquiescence in a theory of economics which runs counter 
to Christian theory, and a really criminal silence has 
brought the Church into contempt, and made the way of 
recovery difficult. The secretary of the local Trades and 
Labor Council said there might be a better feeling in 
industry, as the Bishop had said, but Trade Unionists 
had had to fight for it, sometimes against the opposition 
of the churches. He had known churches to pass resolu- 
tions condemning trade unions when they were out for 
better conditions. The Methodist Times urges that the 
Wesleyan Church should set apart a man for the express 
purpose of dealing with the Christianization of industry. 
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